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SUBJECT: GAO REVIEW: USG ASSISTANCE TO U.S. INTERNATIONAL
AIRLINES.

REF: STATE 229505, MANILA 17270

1. EMBASSY TOKYO: PLEASE PASSTO GAO AUDITORS JERRY SKELLY AND
WILLIAM PETERSON FOLLOWING INFORMATION WHICH THEY HAVE REQUESTED.

2. SGV (PAL ACCOUNTANTS) HASINFORMED US THAT PAL ENJOYS
OLD CONGRESSIONAL AUTHORITY UNDER WHICH PAL PAYSA FLAT
TWO PERCENT FRANCHISE TAX ON ALL GROSS RECEIPT "IN LIEU OF
OTHER TAXES." LATTER PROVISIONS MEANS THAT PAL DOES NOT
RPT NOT PAY TWO PERCENT COMMON CARRIER TAX.

3. SGV DECLINED TO REVEAL ANY INFORMATION ON INTEREST-FREE
LOAN WHICH ISLISTED ON PAGE 30 OF PAL 1795 ANNUAL REPORT.
CLIENT CLAIMS CONFIDENTIALITY OF INFORMATION.

4. SGV STATES THAT PAL RECEIVESNO SUBSIDY FROM THE GOP.

5. GOP IS NOW CONSIDERING REMOVING THE INEQUITIES OF
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PREVIOUS CONGRESSIONAL AUTHORIZATIONS WHICH HAVE RESULTED
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IN SOME COMPANIES PAYING ONLY A SMALL FRANCHISE TAX (SUCH
ASPAL) AND OTHERS (THOSE NOT ENJOYING EXCLUSION PROVISION)
PAYING ALL OTHER TAXES PLUS FRANCHISE TAX. GOP PLANSTO
APPLY EQUAL OR UNIFORM TREATMENT TO ALL FRANCHISE HOLDERS,
AND ONE PROPOSAL CALLSFOR 5 PERCENT FRANCHISE TAX AND

10 PERCENT INCOME TAX.

6. REGARDING TWO AND A HALF PERCENT TAX ON GROSSBILLINGS
OF INTERNATIONAL CARRIERS, U.S. AIR CARRIERS OPPOSED
PROVISION IN DRAFT RPIUSTAX CONVENTION WHICH WOULD HAVE
FIXED RATE AT ONE AND ONE HALF PERCENT OF MNN RATE.
THISWOULD HAVE BEEN CONSISTENT WITH OTHER RP TAX TREATIES.
ASA RESULT OF THIS OPPOSITION, AGREEMENT COULD NOT BE
REACHED ON A SPECIFIC RATE, AND THE CONVENTION AS SIGNED
PROVIDES THAT DOMESTIC LAW SHALL APPLY, WHICH HAS THE
EFFECT OF MAINTAINING THE TWO AND A HALF PERCENT RATE.
RP/US TAX CONVETNTION DOES PROVIDE THAT ONE AND HALF
PERCENT RATE APPLIES TO SHIPPING COMPANIES.
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